Abstract Recent studies provide empirical evidence that family firms are outperforming their non-family counterparts in terms of stock market performance. For the Swiss stock market we find that family firms indeed outperform their non-family counterparts after controlling for firm size and beta. In addition, our data shows that family firms display more stable earnings per share in contrast to their non-family counterparts. Furthermore we find that the variance of earnings per share positively affects analyst forecast dispersion. According to anomaly literature, lower analyst forecast dispersion has been found to induce higher excess return, which our data supports for the Swiss stock market. By linking variance of earnings per share, analyst forecast dispersion and stock performance we provide an insightful explanation for the excess stock market returns of family firms. In addition, our text extends the theory of dispersion effect with an additional empirical element, the variance of earnings per share.
Introduction
Recent literature reports that family firms are outperforming their non-family counterparts on the stock exchange. For example, Morck et al. (1988) Tobin's Q, the market value of a company's assets divided by their replacement costs, increases when the founding family holds one of the top two positions for firms incorporated after 1950. Similarly, Anderson and Reeb (2003) find that investors intend to value family firms more highly. On average Tobin's Q was 10% higher for this group of firms. In addition to this, earlier studies by Mc Conaughy et al. (2001) report that firms controlled by the founding family have greater value than non-family controlled firms.
These findings pose one central question: what is the reason for this outperformance? Many studies have analyzed the financial characteristics of family firms. The findings are very diverse, but unanimous at least in two main points.
Firstly, there is strong empirical evidence that family firms exhibit lower leverage levels (Gallo and Vilaseca 1996) . The effect of debt levels on firm value has been widely analyzed in economic literature. Traditional financial literature argues that in a world without taxes and perfect capital markets, changes in leverage have no effect on a firm's value (Modigliani and Miller 1958) . However, the existence of market imperfections has led financial theorists to agree that an optimal capital structure does exist for each firm.
Secondly, family firms display innate agency advantages (Chrisman et al. 2003) . Although family firms display specific agency problems (e.g. agency problems due to altruism, Schulze et al. 2003) they are found to exhibit advantages through cost efficient governance structures that make costly control mechanisms dispensable.
Although these two elements are supported by strong theoretical and empirical evidence, it remains unclear to what extent they help to explain the outperformance of this type of enterprise. In this paper we analyze the role of analyst forecast dispersion in explaining the outperformance of family firms after controlling for firm size and beta. In addition, we investigate whether analyst forecast dispersion is positively linked to past variance in earnings per share. This question stems from the observation that family firms tend to display stable operating profits, which might positively affect the information setting of this type of firm, thereby reducing analyst forecast dispersion, which is known to affect stock market performance.
Our paper is structured as follows. Firstly, we provide a short review of the literature on analyst forecast dispersion. Secondly, we will outline our research questions. Thirdly, we will present our sample and methodology. In the fourth section we outline the results of our investigation. Finally, in the fifth section, we present our conclusions and highlight directions for future research.
Literature review
Recent studies by Scherbina (2001) , Diether et al. (2002) , Dische (2002a) , Ciccone (2003) as well as Baik and Park (2003) have uncovered a new anomaly in the cross section of stock returns based on analyst forecast dispersion. The essence of these studies is that firms with a low dispersion in earnings forecasts, measured as the normalized standard deviation of analyst's earnings forecasts,
